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SYSTEM AND METHOD TO ORGANIZE AND MANAGE CORPORATE 
CAPITALIZATION AND SECURITIES 



FIELD OF THE INVENTION 

[0001] The field of the invention relates to computer networking, e-commerce, and 
on-line services. More specifically, the present invention is directed to a method and an 
apparatus for administrating all components of the capitalization structure for a company. 

P 

□ BACKGROUND OF THE INVENTION 

*. j 

1,1 [0002] Corporate securities administration traditionally deals exclusively with tracking 
j'jj the allocation, granting, exercising, redemption, conversion, and termination of securities by 
a company. Using a computer and a variety of software solutions, a securities 

1:4 

j y administrator can track all corporate securities authorized and issued. The owner, value, 

i"U 

and status of the security can be tracked as well. Typically, a company wishing to 

:j ss, 
I J 

P authorize, issue, transfer or record securities uses: 1) a securities law firm to advise, 
prepare, and draft the necessary documents and assure regulatory compliance, 2) an 
accounting firm to assess and record the impact of the securities distribution on the 
corporate balance sheet and tax statements, 3) an outside service provider or transfer 
agent to actually issue stock certificates to the recipients, and 4) a brokerage firm to 
facilitate the sale of publicly traded securities. This conventional process is cumbersome 
and error-prone. Synchronizing, communicating, and validating the work done by in-house 
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company staff and outside firms is very difficult, even for the simplest securities transaction. 
In typical situations, last minute changes to the securities transaction are common. 
Sometimes, the securities transaction may not be properly validated against the company's 
capitalization structure. The problem can be worse in privately-held companies, which 
commonly do not have qualified resources to properly administer their securities 
transactions. For example, the securities administrator could be instructed by a company 
executive to grant a number of stock options which could exceed what was authorized by 
the company's capitalization structure. 

[0003] What is needed is a system and method to administer a company's securities 

It ST 
i ~ 

Q administrator functions within the context of the company's capitalization structure. 

!'!! 

B SUMMARY OF THE INVENTION 

J* [0004] The present invention is a system and method for organizing and managing 

I Li 

j'jj corporate capitalization and securities. A database tracks the complete capitalization, not 
|;j just the administration of options. For a privately-held company, if the holder of a derivative 
security, such as a warrant, decides to exercise that derivative security, then the system 
will issue the holder shares of stock related to that security. The company can access and 
update the data in the database via a web connection. The data can also be used to 
perform analyses based on actual and hypothetical scenarios and determine their effect on 
a company's capitalization structure. 
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BRIEF DESCRIPTION OF THE DRAWINGS 

[0005] The present invention is illustrated by way of example and not limitation in the 
figures of the accompanying drawings, in which 

[0006] Figure 1 illustrates a prior art computer network topology and typical network 
in which the present invention operates. 

[0007] Figures 2a-b illustrate the prior art architecture of a conventional computer 
system useable with the present invention. 

[0008] Figure 3 illustrates the infrastructure used in the present invention. 
[0009] Figure 4 is a user interface for inputting data regarding option grants. 
[0010] Figure 5 is a customized web user interface. 
[001 1] Figure 6 is a payment screen. 

[0012] Figure 7 illustrates in a flowchart the method for granting a stock option under 
the system. 

[0013] Figure 8 illustrates in a flowchart the method for exercising a stock option 
under the system. 

[0014] Figure 9 illustrates in a flowchart the method for issuing a stock certificate 
under the system. 

[0015] Figure 10 illustrates in a flowchart the method for performing a stock-split. 
[0016] Figure 1 1 is a user interface for inputting data to generate a "What if report. 
[0017] Figure 12 illustrates in a flowchart the method for performing a Rule 701 
calculation. 
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DETAILED DESCRIPTION OF THE PREFERRED EMBODIMENT 
[0018] An Internet-based system and method for organizing and managing corporate 
capitalization and securities is disclosed. In the following detailed description, numerous 
specific details are set forth in order to provide a thorough understanding of the present 
invention. However, it will be apparent to one of ordinary skill in the art that these specific 
details need not be used to practice the present invention. In other circumstances, well- 
known structures, materials, circuits, processes and interfaces have not been shown or 
described in detail in order not to unnecessarily obscure the present invention. 
[001 9] Referring now to Figure 1 , a diagram illustrates the network environment in 
which the present invention operates. In this conventional network architecture, a server 
computer system 100 is coupled to a wide-area network 110. Wide-area network 1 10 
includes the Internet, or other proprietary networks including America On-Line™, 
CompuServe™, Microsoft Network™, and Prodigy™, each of which are well known to 
those of ordinary skill in the art. Wide-area network 110 may include conventional network 
backbones, long-haul telephone lines, Internet service providers, various levels of network 
routers, and other conventional means for routing data between computers. Using 
conventional network protocols, server 100 may communicate through wide-area network 
1 10 to a plurality of client computer systems 120, 130, 140 connected through wide-area 
network 1 1 0 in various ways. For example, client 140 is connected directly to wide-area 
network 1 10 through direct or dial-up telephone or other network transmission line. 

Alternatively, clients 130 may be connected through wide-area network 110 using a modem 
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pool 1 14. A conventional modem pool 1 14 allows a plurality of client systems to connect 
with a smaller set of modems in modem pool 1 14 for connection through wide-area network 
110. In another alternative network topology, wide-area network 1 1 0 is connected to a 
gateway computer 112. Gateway computer 1 12 is used to route data to clients 120 through 
a local area network (LAN) 116. In this manner, clients 120 can communicate with each 
other through local area network 1 16 or with server 1 00 through gateway 1 1 2 and wide- 
area network 110. 

[0020] Using one of a variety of network connection means, server computer 1 00 
can communicate with client computers 150 using conventional means. In a particular 
implementation of this network configuration, a server computer 100 may operate as a web 
server if the World-Wide Web (WWW) portion of the Internet is used for wide-area network 
1 1 0. Using the HTTP or HTTPS protocol and the HTML or XML coding language across 
wide-area network 110, web server 100 may communicate across the World-Wide Web 
with clients 150. In this configuration, clients 150 use a client application program known 
as a web browser such as the Netscape™ Navigator™ formerly published by Netscape 
Corporation of Mountain View, CA, the Internet Explorer™ published by Microsoft 
Corporation of Redmond, Washington, the user interface of America On-Line™, or the web 
browser or HTML/XML translator of any other well-known supplier. Using such conventional 
browsers and the World-Wide Web, clients 150 may access image, graphical, and textual 
data provided by web server 100 or run Web application software. Conventional means 
exist by which clients 150 may supply information to web server 100 through the World- 
Wide Web 1 10 and the web server 100 may return processed data to clients 150. 
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[0021] Having briefly described one embodiment of the network environment in 
which the present invention operates, Figure 2 illustrates an example of a computer system 

200 illustrating an exemplary client 150 or server 100 computer system in which the 
features of the present invention may be implemented. Computer system 200 is comprised 
of a bus or other communications means 201 for communicating information, and a 
processing means such as processor 202 coupled with bus 201 for processing information. 
Computer system 200 further comprises a random access memory (RAM) or other dynamic 
storage device 204 (commonly referred to as main memory), coupled to bus 201 for storing 
information and instructions to be executed by processor 202. Main memory 204 also may 
be used for storing temporary variables or other intermediate information during execution 
of instructions by processor 202. Computer system 200 also comprises a read only 
memory (ROM) and /or other static storage device 206 coupled to bus 201 for storing static 
information and instructions for processor 202. 

[0022] An optional data storage device 207 such as a magnetic disk or optical disk 
and its corresponding drive may also be coupled to computer system 200 for storing 
information and instructions. Computer system 200 can also be coupled via the first bus 

201 connected to a second bus 216 via a bus bridge 218 to a display device 221 , such as a 

cathode ray tube (CRT) or a liquid crystal display (LCD), for displaying information to a 

computer user. For example, image, textual, or graphical depictions of securities and/or 

capitalization data and other types of image, graphical, or textual information may be 

presented to the user on display device 221 . Typically, an alphanumeric input device 222, 

including alphanumeric and other keys is coupled to bus 201 for communicating information 
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and/or command selections to processor 202. Another type of user input device is cursor 

control device 223, such as a conventional mouse, trackball, or other type of cursor 

direction keys for communicating direction information and command selection to processor 

202 and for controlling cursor movement on display device 221 . 

[0023] Alternatively, the client 1 50 can be implemented as a network computer or 

thin client device, such as the WebTV Networks™ Internet terminal or the Oracle™ NC. 

Client 150 may also be a laptop, handheld or palm-held computing device, such as the 

PalmPilot™. Client 150 could also be implemented in a robust cellular telephone, where 

such devices are currently being used with Internet micro-browsers. Such a network 

computer or thin client device does not necessarily include all of the devices and features 

of the above-described exemplary computer system; however, the functionality of the 

present invention or a subset thereof may nevertheless be implemented with such devices. 

[0024] A communication device 225 is also coupled to bus 21 6 for accessing remote 

computers or servers, such as web server 100, or other servers via the Internet, for 

example. The communication device 225 may include a modem, a network interface card, 

or other well-known interface devices, such as those used for interfacing with Ethernet, 

Token-ring, or other types of networks. In any event, in this manner, the computer system 

200 may be coupled to a number of servers 100 via a conventional network infrastructure 

such as the infrastructure illustrated in Figure 1 and described above. 

[0025] The system of the present invention includes software, information processing 

hardware, and various processing steps, which will be described below. The features and 

process steps of the present invention may be embodied in machine or computer 
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executable instructions. The instructions can be used to cause a general purpose or 

special purpose processor, which is programmed with the instructions to perform the steps 

of the present invention. Alternatively, the features or steps of the present invention may 

be performed by specific hardware components that contain hard-wired logic for performing 

the steps, or by any combination of programmed computer components and custom 

hardware components. While embodiments of the present invention will be described with 

reference to the World-Wide Web, the method and apparatus described herein is equally 

applicable to other network infrastructures or other data communication systems. 

[0026] The present invention is a system and method for organizing and managing 

corporate capitalization, securities, and their exemptions. In one embodiment of the current 

computer based business plan, a database is maintained to catalog the capitalization 

structure of a company. A company's capitalization structure describes the way the 

company has been funded and the company's associated ownership structure. Important 

activities connected with capitalizing a company includes the issuance of shares and the 

granting of options to purchase the company's own stock. A company must be able to 

clearly and accurately define the shares authorized for issuance, under which federal and 

state exemptions they can be issued, the owners of the shares or options, and the value for 

any given shares. In one embodiment of the present invention, a capitalization structure 

maintained in the database includes information about outstanding shares, types of shares 

available, number of shares available, derivative securities available, outstanding derivative 

securities, and types of derivative securities available. It will be apparent to one of ordinary 

skill in the act that other related information can be similarly retained. 
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[0027] To fully understand the nature of the invention, the terms used in 
capitalization should be defined. A security is partial ownership of a company or the right to 
purchase partial ownership of a company. Examples of securities include, but are not 
limited to, stock, restricted stock, stock purchase rights, options, warrants, and convertible 
promissory notes. Other than stock and restricted stock, these types of securities are 
generally referred to as derivative securities. A restricted stock is a stock subject to terms 
and conditions between the stockholder and the company, limiting the transferability of the 
stock. A stock purchase right (SPR) is an agreement between a company and a person or 
entity entitling such person or entity to purchase a certain number of shares of stock at a 
J specified price. An option is an agreement between a company and another party entitling 

fjj the party to buy the company's stock at a certain price, called the exercise price. 

i'fli 

in Companies can grant stock options in two basic forms: non-qualified stock options (NSO) 

O 

and incentive stock options (ISO). A company can grant an ISO only to its employees. A 

j' 

company can grant an NSO to whomever it chooses. A convertible promissory note (CPN) 
is a security entitling its holder to either a sum of shares of a company's stock equal in 

p 

value to a certain amount of money, or the repayment of the principal value of the note and 
the interest accrued thereon in cash. A warrant is another type of derivative security 
agreement between a company and another party (typically not employed by the company) 
entitling the party to buy the company's stock within a specified time frame at a certain 
price. 

[0028] The overall architecture of one embodiment of the system used with the 

present invention is illustrated in Figure 3. In one embodiment, a company 300 would use 
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the database administration system 302 of the present invention to manage the company's 
capitalization structure 304. The database administration system 302, also called a service 
provider, could be implemented as a web enabled or application service provider (ASP) 
database system. The database administration system 302 can be used to view or modify 
a capitalization structure. Changes to the capitalization structure 306, in the form of 
issuance of securities for example, would be communicated to the security holders 308. 
Information related to changes to the capitalization structure 310 and information related to 
changes 312 in the relationship between security holders 308 and the company would be 
reported to company contacts 314 within the company. These changes and any other 
company events affecting capitalization structure 304 would be reported to the database 
administration system 302 via company contacts 314. 

[0029] The information related to all company events 316 is received within the 
database administration system 302 by the client services specialists (CSS) and managers 
318. The specialists and managers then enter the company event data 320 into the 
database administration software 322, which stores the information into the database 324. 
This database administration software 322 generates 326 the reports and forms 328 
processed by the software 322 during data analysis. The specialists and managers 318 
can then view or print 330 these reports 328. 

[0030] In an alternative embodiment, the system software 322 creates an HTML link 

332 to the Internet 334. Web users 336 within the company 300, which can include 

security holders and company contacts, can then enter tentative option grants and update 

related information 338 via the Internet 334. In return, the web users 336 from the 
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company 300 can view and print 340 the reports 328 generated by the system software 
322. Web access conveniently makes the information in the database, as well as the 
projections based on that information, accessible to a wide range of agents and outside 
users authorized by the company. 

[0031] In one embodiment, the related company 300 would update this data (31 6 or 
338) as the need arises. The company or agents of the company, such as directors, 
executives or human resources staff, use a web page interface 334, such as the interface 
illustrated in Figure 4, to alter the information maintained by database administration 
software 322. In one embodiment, the agents of the company are categorized based on 
the company's needs, and the web page interface is customized to suit the category of the 
agent within the company, such as Figure 5. Examples of these categories would be a 
board member or a human resources director. In an alternative embodiment, the 
previously mentioned agents of the company would report the changes to the service 
provider, who would then make the required changes. In a further embodiment, an agent 
of the company could enter changes to the securities in the system via the web site that 
require, if a level of expertise is needed, final approval from the CSS assigned to the 
company. In an alternate embodiment, a stakeholder can access the information stored in 
the database via the web page. A stakeholder is a person or agent who conducts business 
with the company. 

[0032] In one embodiment, the customized user interfaces include a payments 

screen to track payments made for stock. The payment screen, shown in Figure 6, gives 

the user more choices as to payment types, thus reflecting the various methods of 

11 

05284.P001 



capitalizing a company. The screen also permits the user to track the payment particulars. 
For example, payments that are made via promissory note require that certain information 
be maintained, such as the note's principal amount, interest rate, maturity date, and 
whether or not the interest compounds. Upon cancellation of a note, the system allows the 
user to input the information relating to the cancellation such as date, amount cancelled 
and cancellation reason. 

[0033] In one embodiment, the database administration system 302 could perform a 

variety of managerial functions on the securities. To grant a security, for example an 

option, in one embodiment the database administration application 322 follows the 

procedure illustrated in the flowchart in Figure 7. As shown in Figure 7, the database is 

checked to see if the company in question has a corporate identifier entry 700. If the 

corporate identifier entry does not exist, one is made to represent that company. Next, the 

class of the option to be granted is determined 702. If the stock is preferred and the 

number of shares are less than or equal to the series capitalization minus the number of 

issued shares, issued warrants and granted options that are not cancelled (this calculation 

is hereinafter A) 704, then the option is granted if the board has approved it 706. If the 

stock is common, then the application checks the database to see if an option plan exists 

708. If the option plan exists and the number of shares is less than or equal to the planned 

capitalization minus the number of granted SPRs and options that are not cancelled or 

recyclable (this calculation is hereinafter B) 710, then the option is granted if the board has 

approved it 706. If the option plan does not exist and the number of shares is less than or 

equal to the total common stock minus the total of the common stock issued and 
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outstanding, shares remaining in the plan, option plan outstanding, stock purchase plans 
(SPP) available, warrants available, non-plan options outstanding, and the different series 
and undesignated shares (this calculation is hereinafter C) 712, then the option is granted if 
the board has approved it 706. Next, a vesting schedule is associated with the type of 
option 714. The application then searches the database to see if the person or entity (P/E) 
has been created within the database 71 6. If not, a record for that person is created within 
the database 718. Then the application determines if the person to receive the option is an 
employee (E/ee) 720. If the person is not an employee, then a non-qualified stock option 
(NSO) is issued 722. If the person is an employee, then the option to be granted is 
classified as either a non-qualified stock option (NSO) or an incentive stock option (ISO) as 
specified by the board minutes 724. If the option is an ISO, then a calculation is performed 
to ensure that the aggregate fair market value of the shares which are exercisable for the 
first time during any calendar year does not exceed $100,000 in value, or whatever the 
statutory amount is at the time 726. Any shares exceeding the $100,000 limitation are 
treated as an NSO. If the options are ISO only 728, then the exercise price (EP) is set to 
the fair market value (FMV) 730. An option number is generated 732, and the ISO is 
granted or pending 734. If the option is an NSO, then an NSO is issued 722. If the options 
are NSO only 736, then the EP is set according to state law 738. An option number is 
generated 740, and the NSO option is granted or pending 742. If the options are ISO and 
NSO 744, then the exercise price EP is set according to state law 746. If the option has 
been separated into ISO and NSO based on the $100,000 value limitation described above 
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748, then two option numbers are generated 732 and 740, and the ISO and NSO option 
are granted or placed in pending status 734 and 742. 

[0034] In other legacy databases, the user would have to run a report to find out if 

any ISO exceeds the $100,000 limitation, and the user then would have to manually divide 

the offending grant between an ISO and an NSO. The system does this grant division for 

the user automatically, thus eliminating the need to run extra reports and obviating the 

possibility of incorrectly granted ISO's. In a further embodiment, where the ISO exceeds 

the limitation due to early exercise, the system will automatically allocate those ISO's in 

excess of the $100,000 statutory limit to be exercisable in the following calendar year. 

[0035] A second function performed by the database administration system 302, in 

one embodiment, is allowing a derivative security holder to exercise an option, SPR, CPN, 

or a warrant. For example, exercising an option would follow the method illustrated in the 

flowchart of Figure 8. Referring to Figure 8, the database 324 is checked to see if the 

option exists within the system 800. If the option exists and is not pending 802, the 

application 322 determines that the option could be exercised 804. Next, the application 

322 determines if the option has an early exercise feature 806. If the option has this 

feature, then the application 322 checks whether the number of shares to be exercised is 

greater than zero and less than or equal to the total shares (TS) minus the previously 

exercised shares (PES) and the shares already cancelled or expired, i.e. "dead" shares 

(DS) 808. If the exercise of the options is not early, then the total number of shares is 

checked to see if that number is less than or equal to the number of vested shares (VS) 

minus the PES and minus the DS 810. If the total shares exercised including those 
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currently being exercised are equal to the total number of shares 812, then the options are 
updated to signify that the options have been fully exercised 814. Otherwise, if the total 
shares exercised are not equal to the total number of shares 812, then the number of 
options exercised is updated 816. A stock certificate number is generated 818 and the 
stock certificate is issued 820. 

[0036] In one embodiment, a third function performed by the database administration 
system 302 is issuing actual stock certificates, following the method illustrated by the 
flowchart in Figure 9. Referring to Figure 9, the database 324 is checked to see if the 
company exists within the system 900. Then the system determines if the board has 
approved issuing the stock 902. If the board has not approved, the stock's status is set at 
pending 904. Next, the class of the stock is set at either common or preferred 906. If the 
stock is preferred, the number of shares of new stock must be less than or equal to the 
number calculated to be C in Figure 7 908. If the stock is common, the number of shares 
of new stock must be less than or equal to the number calculated to be A in Figure 7 910. 
The effective date of the stock certificate is then determined 91 2. A vesting schedule is 
associated with the stock if applicable to the situation 914 and a stock certificate (SC) 
number is generated 916. The application then checks the database to see if the person or 
entity (P/E) already exists within the system 918, and if not, creates one 920. Finally, the 
stock certificate is issued 922. In one embodiment, the legends on the issuing certificate 
are spell checked. The system tracks the location where the certificate was printed and the 
current holder of the certificate. 
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[0037] In one embodiment, the service provider operating the system of the present 
invention would also issue stocks granted directly to an investor. In an embodiment in 
which the company is publicly held, the derivative security holder is put in contact with a 
transfer agent in charge of issuing the stock. In an alternate embodiment, the database 
administrator or the database administrating system 322 alerts the transfer agent directly to 
issue a stock for the identified option holder. If the option holder wishes to perform a same 
day sale, in other words exercise the option and sell the resulting stock in the same 
transaction, the database administration program 322 can, in one embodiment, provide the 
holder with a choice of brokers with whom to execute their trade. Any of the above actions 
can be performed either over the web via database administration software 322 or by direct 
contact with a personal service representative working for the service provider. 
[0038] In another embodiment, the system 322 can allow for a tighter control of the 
many securities transactions performed by the company. For each security, the system 
322 can track board of directors approval status of proposed transactions. The company 
can then view actual and pro-forma reports affected by such transactions. The system 322 
allows the company to undo, or "roll back", specific transactions enabling the company to 
undo a transaction of securities or derivative securities. "Rolling back" differs from 
cancellation, which can also be made available to the company, in the amount of time 
between when the security or derivative security is granted and when the security or 
derivative security is taken back. In another embodiment, the price at which the security 
was issued is compared with the company's share price at the time, identifying those 
securities issued below a reasonable price. 
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[0039] In one embodiment, the application 322 can also administer a stock-split. A 
stock-split is the act of changing the portion of the company that each share of stock 
represents. The proportion of the value of the company owned by the holder remains the 
same, but the total number of shares owned by the holder changes, as does the purchase 
of price of the shares. In a forward split, the company decreases the portion of ownership 
that each share represents, requiring the company to issue new shares to all shareholders 
to represent ownership of the same portion of stock. In a reverse split, the company 
increases the portion that each share represents, requiring the company to modify or 
n cancel all the existing stock certificates and then issue new certificates to all the 
I j shareholders for fewer shares. To implement either kind of split, the company also modifies 
m all of its options, SPRs, and warrants to represent a new number of shares — more shares 
m for a forward split, fewer shares for a reverse split. The number of authorized shares in 
» each option plan changes the same way. CPNs remain unaffected until the note is 

i'fj converted. 

[0040] In one embodiment, the system 322 would perform a stock-split following the 

''- method illustrated in Figure 1 0. First, the system would follow the company's directives 

mandating the type of split 1000. If the split is a forward split, the first number in the split 

ratio (SR) must be greater than the second number in the split ratio 1002. A message is 

then sent to the user asking "Authorized Capital Updated?" 1004. Next the new total 

number of shares (NS) is set equal to the old number of shares (OS) times the SR 1006. 

Fractional shares are rounded applying a rounding method linked to the security type. The 

exercise price (EP) for options, SPRs and warrants are set equal to the old exercise price 
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OEP divided by the SR 1008. New securities are issued for the balance number of the 
shares that are outstanding 1010. The balance number is equal to NS minus OS. The 
vesting schedule share (VSS) numbers are multiplied by the split ratio 1012. The 
stock/option plan reserve (SOPR) is set equal to the old reserve (OSOPR) multiplied by the 
SR 1014. 

[0041] If the split type is a reverse split, the second number in the SR must be 
greater than the first number in the split ratio 1 016. Next the new total NS is set equal to 
the OS times the SR 1018. Fractional shares are rounded applying a rounding method 
linked to the security type. The EP for options, SPRs and warrants are set equal to the old 
exercise price OEP divided by the SR 1020. The original securities comprising issued 
stock are cancelled 1 022. New securities are issued for the new number of shares that is 
outstanding 1024. For options, SPR's, and warrants, the vesting schedule share numbers 
are multiplied by the split ratio 1026. The SOPR is set equal to the OSOPR divided by the 
SR 1028. 

[0042] In one embodiment, a reconciliation report is generated to allow reconciliation 
of every share or fraction of a share before and after a split. In an alternative embodiment, 
after a stock-split has taken place, a pre-split transaction can be entered retroactively. The 
retroactive entry allows the transaction to be processed as if the transaction was entered 
before the stock-split took place. 

[0043] In one embodiment, the database administration system 302 facilitates the 
administration of a company's capitalization structure by tracking and gathering data on the 
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capitalization structure. In a further embodiment, the system can give a warning to user 
companies when the remaining shares in the option plan pool reaches a specified level. 
[0044] In one embodiment, the data being tracked would relate to the entry of data 
into the database 324. In each instance of a user entering data regarding a transaction or 
modifying data regarding a transaction, the name of that user and the time that the data 
was entered or modified is automatically noted by the system. In an alternate embodiment, 
if the user contacts a CSS 31 8 in order to have the CSS make the desired entries or 
modifications, the system will automatically note the name of that CSS and the time the 
data was entered or modified. The system can then produce a report detailing what entries 
and modifications have been made by whom, and when as of the date the report was 
generated. 

[0045] The data stored in the database 324 can also include other company 
information, while not directly stock related, which further facilitates the management of the 
company's capital structure. For example, this additional data would include information 
related to corporate governance. Corporate governance information includes corporate 
charter documents, such as articles of incorporation and bylaws. Tracking of foreign 
qualifications retained in database 324 would also be data useful to the proper 
management of the company's capitalization structure. 

[0046] In a further embodiment, the system 322 tracks any changes in control of the 
company that occur. A "change of control" of the company usually occurs upon an 
acquisition or merger, and may accelerate the vesting of securities. Tracking this attribute 

19 

05284.P001 




can easily supply a company with an accurate list of security holders to whom this applies, 
and affords the user an easier means of conversion and acceleration of those securities. 
[0047] Another embodiment allows the companies to track a holder of a right of first 
offer (ROFO). A "right of first offer" affords a security holder a means of preventing anti- 
dilution of his/her ownership percentage in a company by giving him/her the right to 
participate (on a pro rata or otherwise previously agreed upon basis) in any future offerings 
or sales or the company's stock with certain exceptions. When a company is conducting a 
sale of its securities, all ROFO holders should be notified of the sale so that such holders 
may either waive their rights or participate in the sale. 

[0048] In an additional embodiment, the system can track a holder of a right of first 
refusal (ROFR). A "right of first refusal" gives the company preference on any stock that a 
shareholder may want to sell. The system will not only track the attribute using a 'Yes" or 
"No" response, but will also enable the user to alert the company of the company's 
repurchase rights and apprise the company of the time period within which such 
repurchase can occur. This "triggering" device will help the company to not miss any of its 
opportunities to reacquire the company's own shares. 

[0049] The database administration system 302 of the present invention can also 
use the data stored in the database 324 to make projections about possible future actions 
of the company, called "What if" information. These "What If reports can use a planned 
future action of the company and, taking into account the current capitalization structure of 
the company, determine the results of those actions. These planned future actions could 

be entered via the web interface, shown in Figure 1 1 . Some of these planned future 
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actions include proposed financings, option pool increases, dilution analysis, valuation 
step-up analysis, share price analysis, pro-rata investment analysis, and new share 
issuance analysis. In a further embodiment, other reports are available to the company, 
such as stock reports, option reports, transactional activities, management reports on 
option pool budget, variance analyses, and other analysis tools. In one embodiment, these 
reports can be accessed via the web by the company, or by accounting professionals and 
the venture capital community. In an embodiment for public companies, the system can 
calculate the earnings per share, using data about the option shares, the employee stock 
purchase plan shares, and other share information retrieved from the transfer agent. 
Custom notes can be added to these reports as required. In an additional embodiment, 
individuals and entities are grouped together logically. 

[0050] An example of a "What If report would be a report determining the viability of 
granting a new set of options to a set of employees. The database administration 
application 322 would analyze the current set of outstanding options, as well as the options 
already exercised and the shares still available to be granted. The application would then 
compute the effect that a new set of options would have on the overall capitalization, 
generating an analysis of the effect in report form. 

[0051] In one embodiment, the system can also manage and analyze the 
compensation available to different executives or employees in the company. In this 
compensation management tool, each executive or employee is separated by job 
classification. In an alternate embodiment, this classification is further broken down to 

include experience and education. Attached to each job classification are the equity 
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packages each executive or employee receives. This equity compensation information 
would be culled from the system's database. 

[0052] In an additional embodiment, the compensation management tool can 
monitor cash compensation, such as salaries and bonuses. The executives or employees 
being compensated would voluntarily provide this information. In an alternative 
embodiment, the system would have a direct real-time connection to the company's payroll 
system or enterprise resource planning (ERP) system. 

[0053] In one embodiment, the system would use this compensation information to 

perform analysis and produce reports based on that data. In addition to job position, the 

compensation could be further categorized as to the industry the company practices in, the 

geographical location of the company, and the developmental stage of the company. 

These reports, in one embodiment, would be presented as charts and graphs. A user, 

such as the company, a venture capitalist, a human resources executive, or a job seeker, 

could view this to analyze the company's compensation structure or to analyze how the 

company's compensation model compares with others in the company's market segment. 

In one embodiment, this would be viewed through web access or ASP software. 

[0054] In one embodiment, the system 302 can also use the data about the 

capitalization structures to analyze compliance with legal requirements. The legal 

requirement, in one embodiment, could be Rule 701 , which exempts certain kinds of 

employee compensation, in the form of securities or derivative securities, from registration 

under the Securities Act of 1933. In a further embodiment, the Rule 701 test computation 

can be run in "real-time" or in batch. Additionally, in one embodiment, the test can be run in 
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either update or read only mode. In an alternate embodiment, the system will automatically 
associate the Rule 701 federal exemption to each compliant security. 
[0055] In deciding if a security meets Rule 701 , in one embodiment, the database 
administration system 302 follows the method illustrated in Figure 12. The initial question 
is whether the aggregate dollar value of the Rule 701 shares is less than $1 million 1200. If 
the aggregate dollar value is less than one million, then the security passes Rule 701 1210. 
The aggregate dollar value of the Rule 701 shares are determined by adding the dollar 
value of existing securities (option grants, SPR grants, warrants and common stock) at 
active status in the 12 months prior to the calculation date and the dollar value of new 
securities, or compensatory securities without federal exemptions assigned, as of the 
calculation date. If the aggregate dollar value is greater than one million, the question is 
whether the aggregate number of Rule 701 shares is less than the outstanding stock limit 
1220, in which case the security will pass Rule 701 . The outstanding stock limit is 15% of 
the outstanding stock. The aggregate number of Rule 701 shares equals the existing 
shares at active status in the twelve months prior to the calculation date plus the new 
securities as of the calculation date. The next question, if the aggregate shares are not 
less than the outstanding stock limit, is whether the aggregate dollar value of Rule 701 
shares is less than the asset limit 1230. The assets limit is 15% of the total assets, 
comprising the dollar amount of company assets from the most recent balance sheet. If the 
aggregate value is less than the assets limit, then the security failed Rule 701 1240. Once 
a security has passed Rule 701 1210, if the aggregate dollar value of the Rule 701 shares 

is less than $5 million 1250, then additional disclosure is required 1260. 
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[0056] In a different embodiment, the system 322 can automatically make an 

electronic filing of an 83(b) election with the IRS. A shareholder may file a "Section 83(b) 

Election" with the IRS upon purchase of shares with a potential for forfeiture. This 

"potential for forfeiture" usually occurs due to shares having a vesting schedule, with the 

unvested shares being subject to repurchase by the company under certain circumstances. 

The 83(b) filing is very time sensitive; it must be filed with the IRS no later than 30 days 

from the date the shares are acquired (a postmark by the 30 th day is sufficient for the IRS). 

By making this filing, the shareholder elects to have the shares taxed at their current fair 

market value (FMV) versus the price paid for the shares. Usually, this taxable "spread" is - 

zero at the time of the filing. If this filing is not made on a timely basis, the shareholder is 

subject to potentially large tax liability if the spread between the price paid for the shares 

and the FMV of the shares ever increases. By tracking this on the system, the company 

can be appraised if and/or when the shareholder has made this election. 

[0057] In an alternative embodiment, the system can automatically track security 

transactions of reporting persons once the stock is publicly traded. In a further 

embodiment, the system tracks the Rule 144 start date, which will greatly assist with 

"overhang analysis." Overhang analysis is concerned with which stocks are publicly 

tradable and the time at which they become tradable. In another embodiment, the system 

further facilitates overhang analysis by tracking shareholders with registration rights and 

tracking the lock-up period for unregistered securities. Upon the completion of an initial 

public offering (IPO), stocks that are registered with the Securities and Exchange 

Commission (SEC) become freely tradable. Securities issued pre-lPO are usually not 
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registered and are "locked-up", or unable to be sold, typically for a period of 180 days. If 
the shareholder has registration rights, he/she can ask that his/her shares be registered 
during the IPO, allowing them to become freely tradable prior to the expiration of the lock- 
up period. 

[0058] Thus, an Internet/Web based software application system to organize and 
manage corporate capitalization and securities is disclosed. Although the present invention 
is described herein with reference to a specific preferred embodiment, many modifications 
and variations therein will readily occur to those with ordinary skill in the art. Accordingly, 
all such variations and modifications are included within the intended scope of the present 
invention as defined by the following claims. 
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